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ABSTRACT 
 
The objective of this research is to develop the concept of integration of 
Intellectual Capital (IC), Knowledge Management (KM) and its relationship with the 
pharmaceutical company's business performance. The basic theory underlying this 
integration is the resource-based theory and the knowledge-based theory. Both theories 
are important in this research because of the increasing role of intangible resources in 
the era of knowledge economy nowadays.  
This research is conducted with the interpretive accounting research approach. The 
data are collected by in depth interviews, Focus Group Discussion (FGD), and 
documentation. The validity of the data is tested by credibility and transferability tests. 
The data analysis is carried out during the data collection process with the stages of data 
collection, data reduction, the data display, and conclusion.  
The results show that there are two concepts of integration of IC and KM on 
business performance. The first concept is a theoretical concept that is constructed from 
a variety of theories and preliminary research, and the second concept is applicable 
concepts which are prevalent in a variety of pharmaceutical companies. The first begins 
with the concept of Human Capital (HC) as the central role which will form the 
Structural Capital (SC), Relational Capital (RC), Knowledge Management enablers 
(KME), and business performance. Furthermore, the SC will contribute to the RC and 
business performance. RC will play a role on business performance. KME will establish 
Knowledge Management Process (KMP) and business performance. Finally, KMP will 
contribute to business performance. The second concept begins with KME which will 
form the next KMP and KMP will be significant to the successful establishment of HC, 
SC and RC. Furthermore, HC will play a big role to SC, RC, and business performance. 
SC will be crucial to RC and business performance, as well as the RC will be 
instrumental in the success of the business performance.  
 
Keywords: Intellectual Capital, Knowledge Management, Business Performance, 
Interpretive Accounting Research. 
 
INTRODUCTION  
Intellectual Capital (IC) as a very important intangible and instrumental asset for 
the company in the era of knowledge economy as it is today. The role of the IC as 
intangible assets are certainly moving tangible assets and also to manage the IC itself in 
relation to business performance, competitiveness, and create well-being (Bontis, 1998; 
IFAC 1998; Belkaoui, 2003; Mageza, 2004; Chen et al, 2004; Cabrita et al, 2007; 
Sharabati et al, 2010; Khalique et al, 2011; Hermawan 2011 b, Hermawann, 2011c; 
Hermawan and Herlina, 2013). Likewise, the influence of knowledge management 
(KM) on business performance and effectiveness of the organization (Choi, 2002; 
Kasim, 2008). It means both of them (IC and KM) has an important role in a variety of 
activities in corporate both strategic and operational activities. 
But the important role of IC and KM is not yet widely known, has not been 
identified, has not yet managed even utilized by pharmaceutical companies in 
Indonesia. Research of Hermawan (2012) states that the pharmaceutical company 
managers do not know and do not understand the important role of the IC in the daily 
operational works and also its relation to business performance improvement. By not 
understand the concept of IC by the pharmaceutical company managers feared would 
impact on daily activities and business performance of the company. The results of 
these studies reinforce the results of previous studies by Sampoerno (2007) which states 
that the management of IC by pharmaceutical companies in Indonesia is still very weak.  
Having regard to the need for the role of the IC and KM then they really need to 
be integrated (Hermawan, 2011a). The integration of IC and KM is very necessary 
because it demands a new strategy in the era of knowledge economy. Strategies that 
have so far not been fully used knowledge, whereas the business practices and the world 
economy today is very demanding innovation and intellectually-based creativity, 
knowledge, and technology, especially for the companies highly intensive ICs, such as 
pharmaceutical companies.  
The integration of IC and KM is needed because of the process of business 
transformation from dependence on physical assets to intangible assets empowerment. 
This business transformation is what is currently being done by many pharmaceutical 
companies in Indonesia. The integration of IC and KM will further empower the human 
resources (HR) of the company not only as a human resource but rather on human 
capital (HC). With regard to the importance of integration of IC and KM, this study 
aims to develop the concept of integration of IC and KM and its relation with the 
business performance of pharmaceutical company. 
 
METHOD  
This study was conducted with the interpretive accounting research (IAR) 
approach or more specifically as an interpretive research (IR) in management 
accounting (Lukkaa and Modell, 2010). Indeed, according to Harris and Durden (2011) 
that related to intellectual capital or knowledge flow also is in the domain of 
management accounting research group of intellectual resource management. This study 
also discusses the management of IC and KM as a strategic relation with the 
performance of the business and not discuss IC and KM from a financial perspective. 
As paper of Hermawan(2013)that IC research can be divided into two namely non-
financial IC research and financial IC research. This research study include into the 
category of non-financial IC. 
The focus of the research is to develop the concept of integration of IC and KM 
and its relation to business performance. Data were collected by in depth interviews, 
Focus Group Discussion (FGD), and documentation in April-July 2014. Key informants 
were used as a source of data on the activity of in depth interviews and focus group 
discussions is the manager and staff of pharmaceutical companies, pharmaceutical 
industry analysts, and IC researchers. Technique of determining the informant 
conducted with judgment and snowball (Marshall, 1996). Here are presented the key 
informant data: 
 
Table 1 
Key Informant Data 
No Initial of Key 
Informant 
Agencies 
1 KK Manager in PT. “I” Sidoarjo 
2 IWP Manager in PT. “I” Sidoarjo 
3 AP Manager in PT. PMU Surabaya 
4 RFA Staff in PT. BF Sidoarjo 
5 YE Staff of PT. “F” Sidoarjo 
6 DH pharmaceutical industry 
analysts 
7 IU IC researchers 
Source of Data: In depth interview and FGD 
 
The validity test of the data was carried by the test of credibility and transferability 
(Senton, 2004). Credibility test was conducted by triangulation test. Transferability test 
is done by providing information as possible on research reports related to the research 
process as parsimony that make simple things complicated. In qualitative research, the 
researcher could not guarantee the results of his research can be applied to other studies, 
but the task is to explain the stages of qualitative research and the research process in 
detail and clearly so the other qualitative researcher can understand it. 
Data analysis was carried out during the data collection process with the stages of 
data collection, data reduction, data display, and conclusion (Miles and Huberman, 
1984). Phase of data collection was done by conducting interviews and documentation. 
The collected data is the responses of the informants through in depth interviews, the 
data of the FGD participant comments, and documentation as HC qualification required 
by the pharmaceutical company, CPOB regulations, and policies related to 
pharmaceutical company marketing system. At the time of data collection stage, 
researchers are also collecting data while testing the validity of the data that is the 
credibility test with triangulation. Triangulation tests conducted consisting of test 
methods, triangulation of data sources, and theory triangulation. 
Data reduction is done by selecting the data that has been collected to look for the 
patterns and the same opinion about the themes of the research that has been 
determined. At this stage of the data reduction data were discarded and not used due to 
stray from the themes or patterns defined in the focus of research. The result of the data 
reduction is the data display. Based on the data display here the results of research 
began to appear and can be decomposed into a research report. The final stage of the 
process of data analysis is the conclusion or inference. At this stage, researchers 
continue to make the process of collecting data until the data is completely saturated and 
researchers believe that the results of the study are in accordance with the purpose and 
focus of research. 
 
RESULTS AND DISCUSSION  
The results of the study indicated by the data display are the result of data 
reduction on the data collection process. The data display of the results of the study is as 
follows: 
 
 
Table 2 
Data Display 
Code Description 
A Components Integration of Intellectual Capital  
B Operationalization of Knowledge Management  
C The concept of integration of IC and KM on Business 
Performance  
 C1.  Type 1. Conceptual Currently Established Company  
 C2. Type 2. Operationalization For  Company development 
Data Source: Data Collection and Data Reduction 
 
A. Integration Components of Intellectual Capital (IC)  
Integration of IC components shown in Figure 1. Components IC consist of human 
capital (HC), structural capital (SC), and relational capital (RC). HC has a central role 
for the formation and development of the SC and RC. HC in the form of employees who 
have competence in the field of pharmaceuticals, education level, experience, 
professionalism, and commitment to work. IC component is formed by HC SC and RC. 
SC consists of the organizational culture, organizational structure, and information 
systems and technologies. While the RC consists of the marketing system capabilities, 
product innovation, customer relationships, marketing strategy and relationship with the 
community.  
According to key informants, that HC has a fairly central role associated with the 
SC and RC. For example, the formation process of the production of drugs which 
pharmaceutical companies must use the standard GMP (Good Manufacturing Practice). 
It required a pharmacist in accordance with FDA standards. This suggests a central role 
of the HC to SC. While the role of the HC in the RC component is the provision of 
marketing or medical representative (med rep). Med rep power experienced and trained 
very helpful marketing pharmaceutical products in particular patent medicines and 
ethical drugs. About the central role of HC is consistent with research Herman (2013) 
and Kamath (2008). 
HC can also contribute directly in improving the performance of the RC. For 
example, pharmaceutical companies recruit employees med rep or marketing experience 
in the pharmaceutical field and thus no longer training process. The impact of 
pharmaceutical company will be easy to create a brand image or product brand. It can 
directly improve the performance of the RC. This is consistent research Hermawan 
(2013), Shih et al (2010), Cabrita and Bontis (2008), Moon and Kym (2006). 
Meanwhile, about the involvement of the SC to RC indicated by various systems or 
information technology that can be created by the SC to support the performance of med 
rep in the field of marketing. This is consistent with research of Hermawan (2013), 
Cabrita et al (2007), Bontis and Fitz-enz (2002). 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
Figure 1 
IC Component Integration 
 
B. Integration of Knowledge Management (KM)  
This study divides KM into two parts, namely KM enablers and KM process. KM 
enablers are factors that are specifically to be the key infrastructure that supports the 
successful development of KM. An example is the strategy and leadership, 
organizational culture, information technology, and organizational incentive systems. 
This is consistent with the study of Ho (2009), Choi (2002), and Gold et al (2001). 
While the KM process is operationalization of KM through the process of SECI 
(Socialization, externalization, Combination, and Internalization) (Wahono, 2008). KM 
integration Indicated by the KM enablers contribute to the KM process as Figure 2 This 
means that the KM enablers be the deciding factor for the success of the 
operationalization of KM because KM enablers will be associated with the development 
of the existing infrastructure in the organization. Infrastructure supported by culture and 
technology will result in activities that support employee knowledge. For example is a 
culture of collaboration. It will be helpful to make effective knowledge management 
(Gold et al, 2001). Collaborative interaction such as open dialogue, social interaction, 
and other activities that can create organizational knowledge. Exchange of knowledge 
among members of the company organization is a prerequisite for creating knowledge 
(knowledge creation). 
Research of Choi (2002) is one of studies that used a collaborative culture as a 
dimension associated with knowledge creation. Besides other dimension is the culture 
of learning, as well trust. In addition to the cultural dimension, research Choi (2002) 
also use the structure (centralization and formalization), people (T-shaped skills), and IT 
(IT support) as a dimension of knowledge management enablers for variables associated 
with knowledge creation process. The results showed that the culture and centralization 
contribute to knowledge creation process. In this study, knowledge creation process has 
same meaning with knowledge management process. 
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Figure 2 
Integration of KM 
 
Meanwhile, operationally, the process of SECI is shown by Figure 3. Socialization 
is the process of changing from tacit knowledge to tacit knowledge. Example is the idea, 
knowledge, and experience possessed by the senior employee is transferred to a junior 
employee. Meanwhile, externalization is the process of change from tacit knowledge to 
explicit knowledge. For example, senior employees who have had the experience 
required to create a variety of regulations or Standard Operating Procedure (SOP) for 
the selection of raw materials and then it is recorded. The next combination is the 
process of changing from explicit knowledge to explicit knowledge. For example, there 
are regulations on GMP rules again made more technical in the company and the 
regulation posted. The last phase is the Internalization, the process of change from 
explicit knowledge to tacit knowledge. For example, the new regulations were then 
given to the employee and the employee is required to change it into the unseen 
knowledge (inspiration). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 3 
SECI process 
 
C. The concept of integration of IC and KM on Business Performance  
Based on the results of the interviews both in depth interviews, focus groups, and 
triangulation theory analysis obtained the results that there are two concepts of 
integration of IC and KM on business performance. The first concept, as well as figure 
4, states that the HC has a central role to all existing variables. HC contributes to SC, 
RC, business performance, and KM enablers. According to key informants that the first 
concept is more conceptual and performed at the beginning of the establishment of the 
company. This is done because of the central role of HC is so great.  
KM 
Enablers 
KM  
Process 
As in figure 4 that the IC consists of HC, SC, and RC. KM consists of KM 
enablers and KM process. IC, either individually or group acts on improving business 
performance pharmaceutical companies. Likewise, KM, either individually or groups 
also play a role in performance improvement business performance. Meanwhile 
specifically HC role in the formation of KM enablers. The results of this study support 
such studies that have been done before, such as research Sharabati, et al (2010), Chen 
et al (2004), Cabrita and Bontis (2007), Gold et al (2001), Choi (2002), Zhou and Fink 
(2003), and Hsu (2006). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 4 
The concept of IC and KM on Business Performance (Type 1) 
 
The second concept, such as figure 5, states that the greatest role is KM enablers, 
KM Process, which will then determine the role of the IC component (HC, SC, and 
RC), and the three components of the IC will contribute to the improvement of the 
business performance of the pharmaceutical company. According to the key informants 
that this second concept is the concept that is used when a company already in early 
stages of development. This proficiency level can be seen in the role of KM in the IC. 
This is the opposite of the first concept.  
In the second type, that KM as determining factors of management IC. KM 
enablers consisting of strategy and leadership, organizational culture, information 
technology, and organizational incentive systems will form the SECI process as an 
indicator of the KM process. This is consistent with studies (Gold et al, 2001) and Choi 
(2002). Next by the SECI process will facilitate the process of improving the overall 
performance of the IC either individually or IC also consisting of HC, SC, and RC. 
Finally, the IC will be able to improve the performance of business performance, either 
individually or in groups as in the case Huang and Hsueh (2007), Bontis et al (2000), 
Cabrita and Bontis (2008), and Cabrita et al (2007), Wang and Chang (2005), Sharabati, 
et al (2010), Chen et al (2004). 
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Figure 5 
The concept of IC and KM on Business Performance (Type 2) 
 
CONCLUSION  
Conclusions of this study are that the concept of integration of IC and KM can be 
divided into two concepts that are when the company in the early days as a stand rely 
HC as central role. The role of the HC will affect SC, RC, KM enablers, KM process, 
and business performance. Meanwhile, the second concept is the concept in which the 
company has been in operation and under development. By the basis, it is needed of 
KM enablers that play a role in the KM process and then act on the IC component (HC, 
SC, and RC) that will eventually effect on improving business performance. 
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